International 
Marketing Information 
Series 


| 


ee 


Foreign Economic Trends 
and Their Implications 
for the United States 


August 1977 
Frequency: Semiannual 
Supersedes: 76-139 


Prepared By 
American Embassy 
MADRID 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 





2. 
KEY ECONOMIC INDICATORS 


All values in millions of current US $ unless otherwise stated. Exchange rate as of 
Many dollar figures indicate declines because of 1976 and 1977 July 19, 1977 
devaluations of the peseta. (1) US $1.00 = 86.3 pesetas 


Data for end of period unless otherwise indicated. 


A B C D E 
% Change % Change 
1975 1976 1976/1975 1977 1977/Same 
(B/A) Period 1976 
INCOME, PRODUCTION, EMPLOYMENT 3 
GNP at Current Prices 100, 886.8* 102,314.6* 18.2 106,139.8** 21.02 
GNP at Constant 1970 Prices 58,574.9* 1, 111..5* 1.72 43,838.0** 2.52 
Per Capita GNP, Current 2,624.0* 2,615.0* 16.22 2,683.7** 19,62 

Prices 
Indices (Trend) 

Indust .Prod. (1962=100) (2/77) 337.0 381.4 13.2 393.3 15.4 

Wages (1967=100) (11/76) 406.2 519.7 ~--- -—--- —--- 

Invest.in Plant & Equip. 

(1962=100) (2/77) 309 .9 306.7 -1.0 297.6 -3.3 

Retail Sales-Dept. Stores 

(1963=100) (3/77) 1,222:4 1,470.1 20.3 1,614.3 24.4 
Employment (1000 persons) 13,325.0 13,285.0* = 13,315.0** oe 
Avg. Annual Unemployment Rate 4.2% 5.0%8* -—-—- 5.68** ——— 
Steel Production (1000 tons) 

(2/77) 11,115.5 10,753 -3.3 1,837.4 7.0 
Cement Consumption (1000 tons) 

(2/77) 20,818.0 21,293.0 43 3,185.0 3.9 
New Car Registrations 

(Units) (3/77) 572,188.0 619,677.0 8.3 178,252.0 17.1 
Electric Power Consumption 

(Mil.KwH) (1/77) 76,925.6 84,934.2 10.4 8,325.4 8.3 

MONEY AND PRICES 2 2 
Money Supply (4/77) 34,427.8 35,645.4 20.75 29 ,597.3 19.55 
Private Bank Credit (4/77) 55, 682.2 58,646.0 22.9 53,687.4 25.0 
External Debt (Public & 

Private) 8,728.0 10,700.0* 22.6 14,000.0** 30.8 
Central Bank Discount Rate 7.0% 1a 8.0% pans 
Cost of Living(1968=100) (Index) 

(1/77) (See Note 3 ) 202.3 242.3 19.8 248.1 21.2 


Wholesale Prices (1955=100) 
(Trend) (3/77 ) 358.6 418.7 16.8 439.1 Lv 











A B Cc D E 

% Change % Change 

1975 1976 1976/1975 1977 1977/Same 

(B/A) Period 1976 

BALANCE OF PAYMENTS AND TRADE 

Official Reserves (3/77) 5,861.6 4,890.6 -16.6 4,635.8 “17.5 
BOP Current Deficit -3,477.3 4,253.4 +22.3 -—- -—- 
Exports, FOB (6/77) 7,691.0 8,723.4 13.4 5,167.0 26.0 
Exports to US (6/77) 804.1 888.4 10.5 489 .0 15.3 
US Share (6/77) 10.5% 10.2% —_- 9.5% -_—- 
EEC Share (3/77) 44.6% 46.4% -_—- 48.4% —_— 
Imports, CIF (6/77) 16,266.1 17,455.0 7.3 9,252.1 9.0 
Imports from US (6/77) 2,585.3 2,481.1 -4.0 1,195.2 -10.8 
US Share (6/77) 15.9% 14.2% _— 12.9% -—— 
EEC Share (3/77) 34.7% 33.1% _-— 36.1% -——- 





Principal Imports from US — Jan-March 1977(millions of dollars): Oilseeds (primarily soybeans) 
$93.6; Cor $57.7; Machinery n.e.c. $19.0; Organic chemicals $18.7; Iron and Steel Scrap 
$18.2; Data processing equipment $14.7. 


Principal Exports to US -- Jan-March 1977(millions of dollars): Footwear $45.6; Process 


petroleum oil $29.0; Canned vegetables $20.4; Tires $20.0; Motor vehicle parts $4.8. 


NOTES: 


1975, 57.40 to 1; 1976, 66.90 to 1; 1977, 78 tol. 


2 - Percentage change based on original data in pesetas. 


3 - New consumer price index(1976=100) statistics. 
data provisional: 1/77, +3.03 percent; 2/77, +1.72 percent; 3/77, +2.48 percent; 
4/77, +1.73 percent; 5/77, +0.8 percent. 


* Provisional 
** Estimate 


SOURCES : 


"Indicadores de Conyuntura", I.N.E., April 1977; "Monthly Bulletin", Bank of 


1 - Calculations based on following peseta to dollar exchange rate conversions: 


No index numbers available, all 


Spain, May 1977; "Foreign Trade Statistics" from the Ministry of Finance, December 1975, 
1976, and March 1977; Encuesta de la Poblacion Activa in 1975, 1976 (I.N.E.). 








SUMMARY 


The first Spanish elections in 41 years were held on 
June 15, and they were a landmark in Spain's rapid 
transition to democracy. As impressive as this trans- 
formation has been, the state of the Spanish economy 
deteriorated while attention was focused on changing 
or disassembling institutions created by the late 
General Franco. A democratically-elected government 
headed by Adolfo Suarez is now placing strong emphasis 
on an economic recovery program. 


Rapid inflation, pressing balance of payments deficits 
and rising unemployment are the main signs of continued 
trouble. The first two of these problems, and in par- 
ticular a sharp fall in foreign reserves, forced a 

25 percent devaluation of the Spanish peseta on July 12. 
Other corrective measures have now been announced and 
are in the process of implementation. The government 
plans more effective taxation of the wealthy and 

better tax collection, a less inflationary monetary 
policy, broader price controls coupled with a limit 

on wage hikes and various financial reforms. Specific 
actions to ease unemployment are also planned. These 
measures should help to put the economy on its feet 
again, and they necessarily will involve a measure 

of belt-tightening. 


New domestic and foreign investment has been limited 
by a "wait and see" attitude since the death of 
General Franco. The successful June 15 democratic 
elections and the planned economic measures may now 
bolster business confidence. The recent devaluation 
of the peseta also has been well received, in 
particular for the balance of payments relief it 
provides. 


Although Spain has had some modest success so far 
this year in narrowing its huge trade gap, the 
balance of payments deficit remains worrisome. 
Major reductions in the nearly two-to-one imbalance 
between imports and exports will be very difficult 
to obtain. Until the 1974-75 world recession, the 
trade deficit was covered by earnings from tourism, 
worker remittances and new direct investment. By 


1976, however, the current account deficit had risen 
to 4 1/4 billion dollars. In spite of the recent de- 
valuation, similar bad results are also expected for 
the remainder of this year, so that businessmen and 
bankers will wish to stay informed on current Spanish 
trade policies. 


In spite of present economic problems, Spain remains 
an excellent market for American businessmen - one 
of our largest and still growing. Our manufacturing 
exports are such that the U.S. Export-Import Bank 
counts Spain as one of its two best customers. In 
addition, agricultural exports find a large, fairly 
stable market here. Many investors continue to view 
Spanish conditions as relatively attractive. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Economic Problems Which Spain Faces 


From the death of General Franco until the June 15 
elections Spain experienced a rapid political 
transformation to democracy. This important and 
delicate metamorphosis made difficult a full 

response to the new economic situation which followed 
the 1973 Arab oil embargo and the subsequent world 
recession. Since 1974 there have been accelerating 
inflation and rising unemployment in Spain, and 
balance of payments deficits have become a major and 
growing concern. 


The Spanish economy in 1975 and 1976 was in worse 
shape than it had been at any time since the 1959 
tourist boom helped launch Spain into the prosperous 
1960's. Current account balance of payments deficits 
were $3.5 billion in 1975 and $4.25 billion last year. 
The annual inflation rate rose from 14 percent in 
1975 to 20 percent in 1976. Unemployment rose to 

5.3 percent of the work force by the end of this 
period. Largely because of the tolerant monetary 
policy that financed Spanish inflation, GDP growth 
was better than in most European countries during 
this period and consumer demand remained strong. 





Other problems have limited national growth prospects 
and cannot be solved directly. Principal among these 
considerations are the oil price hikes since 1974 
(more than one quarter of Spanish imports are now 
petroleum products) and the overall trade deficit, 
shrunken tourist revenues, reduced foreign investment, 
and fewer job opportunities abroad for Spanish workers. 
All of these ills have an adverse effect on both the 
balance of payments and the domestic economy, and are 
not susceptible to solution by unilateral action. 
Spain cannot increase job opportunities abroad. The 
nearly two-to-one gap between imports and exports, 
partly attributable to energy imports, contributes to 
major payments deficits and can only be closed over a 
period of time. A full recuperation of the tourist 
industry is in part dependent on economic prosperity 
in other countries. 


No real economic recovery can be expected before next 
year from the reform and austerity measures the 
government has announced. According to a newly de- 
vised consumer price index, consumer prices during 
the first five months of the year point toward an 
annual inflation rate above 25 percent for 1977. 
Wholesale prices are rising even faster. Unemploy- 
ment is climbing steadily and is already the major 
concern among labor leaders and opposition political 
parties. The very large balance of payments deficit 
of 1976 will probably be repeated this year. 


The combination of economic problems facing Spain is 
difficult to deal with. Until this year Spanish 
authorities had felt that an export-led recovery, 
responding to renewed growth and demand in the 

United States and Western Europe, would substantially 
improve the economic situation. However, the value 
of Spanish exports is already increasing at a healthy 
pace and it is now clear that the dimension of 
Spain's problems requires that fundamental economic 
adjustments must be made by Spain itself. 


Prospects for the Near Term, and the Government's Program 


The cumulative effects of these problems can no longer 
be ignored, and an economic recovery program has now 
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been announced by the Suarez Government. The outlook 
for the remainder of 1977 will depend on when and to 
what extent the announced economic measures are im- 
plemented. Until effective measures to dampen the 
wage/price spiral are actually instituted, the outlook 
for the Spanish economy will remain poor. If the 
proposed measures can be put into effect in the near 
future, benefits could be realized next year and the 
medium-term outlook would be much improved. The 
specific near-term matters that are most at issue are 
inflation and wage increases, the rate of money growth, 
fiscal policy with emphasis on increased income tax 
collection, the efficiency of the banking system, and 
interest rates for savers and lenders that are still 
well below the inflation rate. 


It is frequently generalized that the core problem is 
that Spanish workers now expect rising real wages 
even in the face of nearly stagnant production, and 
wage controls will only be fully accepted by the 
workers if other measures (stronger price controls, 
increased taxation of middle- and upper-income 
earners) are taken. Labor insistence on continuing 
real wage increases derives from the fact that 
Spanish worker wages are still low by European stan- 
dards, and income inequality is high. 


On the positive side, the gravity of the present 
economic situation appears to be well understood by 
the public, and most opinion makers are in accord 
on the need for comprehensive measures to dampen the 
wage/price spiral. The Spanish Government proposes 
to dampen this spiral by limiting all wage hikes to 
about 575 dollars a year, or less. In return, 
workers are offered broader price controls and in- 
creased taxation of better-off Spaniards. Further 
encouragement is being found in the July 4 appoint- 
ments of a Vice President for Economic Affairs and 

a new Finance Minister. Both appointees are 
respected professionals who favor immediate action 
to solve Spain's economic problems. The two new 
leaders also place special emphasis on the promotion 
of market competition. 








As of this writing, the principal measure the new 
Spanish leaders have brought into effect is the 

July 12 peseta devaluation. The government has also 
announced its intention to treat unemployment with 
public works projects and with compensation for job- 
less workers. Specific proposals have been made for 
more effective tax collection, for a new wealth tax 
and for a surtax on high salaries. These tax 
measures are designed to reduce income inequality 
slightly and to increase somewhat the government's 
revenues. Inflation will be fought by reducing the 
rate of money (M3) growth and by the proposed 
strengthening of wage and price controls. With 
Spanisheprice inflation above 25 percent, however, 
all of the measures will need to be implemented to 
assure an economic recovery. 


Unemployment could remain at a fairly high level for 
some time, despite a substantial increase planned 
for public works and a proposed tax incentive to 
create new jobs. Spanish unemployment is both 
sectoral and regional. The construction industry 
and the southern part of the country (Andalucia) 
have been the hardest hit. The total number of job 
seekers is probably well over 700,000, or above 

5 1/2 percent of the work force. There is consider- 
able excess capacity in Spanish industry, and it has 
traditionally and legally been difficult to dismiss 
workers. The number of hours worked may increase 
before firms once again start hiring, although new 
measures taken in October 1976 easing firings and 
lay-offs may make such decisions easier for 
businesses. Demand for Spanish labor in Western 
Europe has fallen, and in spite of the peseta de- 
valuation, tourism, which is labor intensive and 
particularly important to southern Spain, cannot be 
expected to show a full recovery this year. 


The trade and balance of payments outlook remains 
unfavorable for Spain. Not much change can be ex- 
pected this year from the very high payments deficits 
of the last three years, although the trade deficit 
has narrowed somewhat as has the surplus in services 
and invisibles. By value Spanish exports increased 
13 percent last year and 35 percent in the first five 
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months of 1977, but the trade deficit has not narrowed 
greatly. This slightly reduced trade deficit is being 
largely offset by lower earnings from services and 
invisibles. Some improvement in the payments deficit 
may result from the 25 percent devaluation of the 
peseta. Following the devaluation, a 20 percent 
surtax on import tariffs was abolished. At this time 
the government's announced policy is to maintain a 
controlled float of the peseta and to resist pressures 
for more protectionism. 


Estimates of Spanish public and private foreign debt 
range upwards from $12 billion, and the debt level 
is already the cause of some concern. Spain's 
foreign reserves, which-stood at $4,258 million in 
May, still provide a cushion. However, with the 
current account deficit expected to be again this 
year around $4 billion, and with considerable debt 
refinancing, reserves will continue to fall. 


On July 28 Spain formally applied for membership in 
the European Common Market. No immediate response 
from the Common Market is expected. Spain cannot, 

in any case, expect to complete accession negotiations 
before 1980 or to be integrated fully into the Common 
Market within the next five years. Eventual member- 
ship will require many changes in Spanish trade and 
business practices. 


Political and economic relations between the United 
States and Spain are the subject of a 1976 Treaty of 
Friendship and Cooperation. The two governments are 
currently negotiating a treaty to provide relief 
from the double taxation of income. 


IMPLICATIONS FOR THE UNITED STATES 


In the past year the Spanish Government has moved to 
impose a modicum of restraint on imports. Some items 
which had been free of quota limitations were placed 
under quota. Following the July devaluation, however, 
Spain ended the temporary tariff surcharges which were 
imposed last year on "non-essential" imports. 
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A turnaround in Spain's balance of payments deficit 
is interdependent with a variety of internal and ex- 
ternal factors and is certainly not a very immediate 
prospect. The devaluation of the peseta may slightly 
reduce Spanish imports of price-sensitive goods and 
will make many Spanish exports more attractive, but 
no dramatic changes in trade patterns are expected. 
If any measures are taken to discourage imports, they 
could be expected to affect selectively some goods 
and services more than others, i.e., "non-essential" 
imports. 


All in all, Spain remains an attractive market for 
U.S. products. Capital goods sell well here and 
should continue to do so, notably in basic industries 
such as iron and steel, energy production, construc- 
tion, mining and agriculture. Spanish labor costs 
are rising rapidly and management is increasingly 
interested in labor-saving equipment and systems. 
Other lines such as health care equipment, process 
control and laboratory instrumentation and computers 
have a solid market. 


U.S. companies interested in selling to Spain should 
contact the nearest district office of the U.S. Depart- 
ment of Commerce. The American Chamber of Commerce 

in Spain is also most willing to assist U.S. com- 
panies entering the Spanish market or seeking to 
expand sales here. The Chamber's headquarters are 
located at Edificio Torre de Barcelona; the Chamber 
also has an office in Madrid located in the Hotel 
Eurobuilding, Office 9-A, Calle Padre Damian 23. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





LOOKING FOR A GOOD 


market a 
research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 








